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THE PROBLEM OF RAILROAD CONTROL 

FOR fifty years the American people have almost contin- 
uously had under consideration the problem of railroad 
control. The particular questions to be solved change 
decade by decade with variations in economic conditions and 
with the evolution of political ideals and institutions ; but the 
railroad problem, like the poor, is always with us, and is at all 
times fundamentally the same — how can the public secure ade- 
quate and efficient transportation services at rates and fares 
that are reasonable and just to all parties concerned. 

This is a period of economic reconstruction. The processes 
of production, transportation and trade were so disorganized by 
the World War, and the powers of economic recuperation were so 
enfeebled by that great conflict, as to make it inevitable that 
the world should for a period of years be slowly struggling 
back to its former virility. The railroad problem of the hour 
is part of a world-wide economic disorder, and it is not to be 
hoped that the difficulties confronting American railroads can 
be fully overcome until the nations of the world are again func- 
tioning normally in their political, economic and social life. 
However, while the condition of the railroads of the United 
States is a part of a general situation, the railway problem in 
this country has its particular aspects which may well be con- 
sidered with a view to determining what public policy should 
be adopted and what, if anything, can be accomplished by legis- 
lation. The present problem will be better understood by re- 
viewing briefly its antecedents. 
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The Problem of ipip ' 

When fighting was brought to an end by the armistice, the 
railroads of the United States had been under government 
operation for somewhat less than a year, but the period of 
government operation was extended to March I, 1920, a total 
of twenty-six months. Throughout the year 19 19, earnest 
consideration was given by all people to the question of the 
future railway policy of the United States. Out of the discus- 
sions in the press and on the forum, there not unnaturally 
emerged three distinct views, each of which was urgently 
championed. Government officials of the railroad administra- 
tion led by the Director-General of Railroads, Mr. William G. 
McAdoo, urged Congress to extend the period of federal opera- 
tion for five years from the first of January, 1919. It was 
urged by Mr. McAdoo, and for a time by his successor, Mr. 
Walker D. Hines, that the country should avail itself of this 
opportunity to ascertain what could be accomplished by the 
government operation of railroads. He saw, or felt that he 
saw, great opportunity of accomplishing the unification of the 
transportation systems of the United States by government 
operation. He pictured to himself a national transportation 
system in which railroads, waterways and other agencies were 
so coordinated as to be of maximum efficiency and economy. 
It was an attractive dream, but its realization would have invol- 
ved the success of the government of the United States in the 
operation and development of the railroads and other transpor- 
tation facilities. As is usual with men of the promotive type, 
Mr. McAdoo kept his mind upon the desired goal, and ignored 
intervening obstacles. 

It was inevitable that agitation for the adoption of a policy 
of government ownership and operation should follow the tak- 
ing-over of the railroads by the government for operation as a 
war measure. The propaganda for government ownership as a 

1 For a discussion of the problems of railroad regulation as they presented them- 
selves in 1919, consult the papers contained in the volume containing the proceedings 
of the Annual Meeting of the Academy of Political Science, held in New York City, 
Noveml>er 21-22, 1919. Published as vol. viii of the Proceedings of that Academy. 
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permanent policy was led by the brotherhoods and unions of 
railway employees, whose leaders evidently felt that they could 
more readily control wages and working conditions in a regime 
of government ownership and operation. The leader of the 
propaganda was Mr. Glenn R. Plumb, an attorney of the 
brotherhoods, who presented an ingenious plan for the purchase 
of the railroads by the government and for their operation by 
a board of fifteen men, ten of whom were to consist of the 
railway employees and officials, the other five being representa- 
tives of the public. The Plumb plan received the official sup- 
port of the railway employees' organizations, although by no 
means the united support of all the members of these associa- 
tions, but the plan met with little, if any, support on the part 
of the public generally. 

As the year 19 19 progressed, it became increasingly evident 
that the great majority of the American people and their rep- 
resentatives in Congress were in favor of the return of the rail- 
roads to their corporate owners and the resumption of private 
operation of the railroads. Upon numerous questions of public 
policy, such as competition, rate regulation, the adjustment of 
wages and working conditions etc., there were marked differ- 
ences of opinion, but upon the fundamental question as to the 
desirability of private ownership and operation of railroads in 
the United States, there was no serious question in the mind of 
the public. 

While it is probable that the majority of the people in the 
United States, had they been given an opportunity, would have 
declared in favor of the continuance of competition among 
private railroads, it is also true that those persons who have 
made a careful study of railroad questions saw clearly that there 
should ultimately, if not immediately, be a great reduction in 
the number of railroad corporations. There were one hundred 
and eighty-seven railroad systems of class one (companies 
having annual gross earnings of a million dollars or more), and 
it was not difficult to see that this number was excessive and 
that many of these railroad companies, roughly forty per cent 
of them, were too weak, because of their past history, their 
existing traffic opportunities, or their present financial status, to 
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render the public efficient service and to insure the sections of 
country they served future railroad systems, vigorous and pro- 
gressively efficient. 

Railway consolidation was realized by the clear-sighted to be 
an ultimate, if not immediate, necessity. There was some sen- 
timent in favor of dividing the country up territorially and 
creating in each of those sections a single railroad system, built 
up out of the numerous lines owned by existing corporations. 
In accordance with this plan, a federal corporation would have 
been created to take over the railroads in each section. This 
would have been the adoption of the principle of monopoly in 
the future management of the railroads and would probably 
have been a mistake. When Congress came to act, it favored 
the maintenance of competition among private railroads, but 
provided for their voluntary consolidation. There were many 
in favor of compulsory consolidation, but it did not receive 
popular support, at least, the support of the House of Repre- 
sentatives. This is one of the questions which the American 
people must reconsider. Consolidation must be brought about 
before the railroad problem can be finally and satisfactorily 
solved. 

It was evident in 19 19 that the government was incurring a 
large deficit in the operation of the railroads, and that it would 
be impossible for the corporate owners of the railroads to 
operate their properties profitably without a large increase in 
net revenues. Expenses of operation had greatly increased 
during the war, partly as a result of the war, and partly because 
of policies adopted by the government in dealing with railway 
labor. The problem that had to be considered first of all in 
returning the railroads to their owners was the restoration of 
railroad credit. Economic conditions generally were depressed. 
Railroad operations were unprofitable. The corporate owners 
of the railroads would need capital to repair the wastes of war 
and to provide facilities for the traffic demands of the future. 
This capital must come from private sources. Would investors 
advance the funds? If they did not, the railroads would de- 
teriorate unless the government advanced the necessary capital, 
and if the government were to embark upon such a policy, 
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ultimate public ownership would be the probable consequence, 
as has been amply shown by the experience of other countries 
in similar enterprises. 

While the public was desirous that the capital required by the 
railroads should come from private investors, it was clear to 
everybody that the time had come for the federal regulation of 
the issue of railroad securities. Some of the states had for 
many years regulated the issue of securities, but only a small 
minority of the states had attempted to make such regulation 
thorough and effective, and even those states were able but 
partially to accomplish their purpose, because regulation was 
not general on the part of all states. Massachusetts and New 
York might have laws for the regulation of railroad securities, 
but a Connecticut corporation like the New Haven might be 
wrecked by the pyramiding of securities in the interest of finan- 
cial speculators. Thus the public decided in 19 19 that when 
the railroads were returned to their owners, the government of 
the United States should be given authority to pass upon the 
advisability of proposed investments and upon the nature and 
volume of securities that may be issued to secure funds for 
carrying out approved enterprises. 

Any policy intended to re-establish the credit of the railroads 
after their return to their corporate owners must necessarily 
involve a policy of rate regulation different from the policy that 
had been followed prior to government operation. For some 
years before the government took over the railroads, rates had 
been so regulated by the Interstate Commerce Commission as 
to limit the earnings upon railroad investments as a whole to 
such a low rate of income that investors had already begun to 
avoid railroad securities. Between 1912 and 1917, a few rail- 
roads, even the more prosperous ones, were able to sell stocks 
at a figure which justified the issue of securities in that form. 
Most of the new capital required by the railroads had to be 
obtained by the issue of bonds, and thus the desirable ratio of 
50-50 as between stocks and bonds had to be abandoned, and 
the indebtedness of the railroad companies, at least of many of 
the companies, became so large as to endanger their financial 
stability. 



358 POLITICAL SCIENCE QUARTERLY [Vol. XXXVI 

It was clear that the future control of railroad rates by the 
government should be constructive rather than merely correc- 
tive in purpose. The laws of 1906 and 1910 had vested the 
control of rates and revenues in the government, which thereby 
became responsible for the net revenues and the financial integ- 
rity of the railroad corporations. If the government were, 
upon the return of the railroads to their owners, to continue to 
determine the revenues of the carriers, and if it were allowed to 
sit in judgment upon security issues, it was seen that it would 
be necessary for the rate-making authority, that is, the Inter- 
state Commerce Commission, to be responsible for the estab- 
lishment of rates that would yield the carriers revenues sufficient 
to enable them to render efficient services and to provide the 
country with a system of railroad transportation capable of 
progressing with the development of the country. Any policy 
of rate control that stopped short of this degree of responsi- 
bility on the part of the government would be disastrous to the 
American railroad system. 

When it became evident that the federal government in the 
regulation of the railroads must assume responsibility for their 
financial stability and for rates and revenues that would enable 
the country to enjoy a progressively efficient system of rail 
transportation, it was clearly seen that the central government 
must not allow its rate policies to be negatived or seriously in- 
terfered with by the states in their control over charges for 
intra-state transportation. 

In the Minnesota Rate Case in 1913 (Simpson, et al. v. 
Shepherd, 230 U. S. 352), and in the Shreveport Rate Case in 
1914 (234 U. S. 342) the Supreme Court had established the 
principle that the state rate must give way to the federal rate 
when the charges established by the state limited the regulatory 
powers of the federal government or established an unreason- 
ably discriminatory relationship between the state and inter- 
state rates. The order issued by the Interstate Commerce 
Commission in the Shreveport case was upheld by the court, 
but it has been found difficult in practice so to apply the prin- 
ciple established by the Shreveport decision as to prevent a 
serious interference on the part of the states with the regulation 
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of interstate rates by the federal government. The correction 
of this situation was one of the objects to be accomplished upon 
the return of the railroads to their corporate owners for 
operation. 

None of the problems connected with the return of the rail- 
roads to their owners was more perplexing or more provocative 
of divergent views than the policy that should be adopted for 
the future regulation of the wages and working conditions of 
the army of railroad employees. From 19 12 to 191 7 the 
country was frequently confronted with the menace of a para- 
lyzing railroad strike, and railroad labor problems were acute 
throughout this five-year period. If there was a justification 
for the assumption of the operation of the railroads by the 
United States Government, it was to be found mainly in the 
fact that during the period of the war the country could not 
permit the railways to be tied up or even seriously hampered 
by labor controversies. The other major reason for government 
operation was that large expenditures must be made promptly 
by the railroads in order to meet the extraordinary demand for 
service placed upon them by the government in the prosecution 
of the war. 

In my judgment, both of these problems could have been 
met without resort to government operation. The Railroad 
War Board, established by the railway executives in the spring 
of 191 7, was bringing about the coordination of the railroads, 
and more traffic was being moved than had ever previously 
been transported. Acting under his war powers, the President 
could have given this railroad war board greater authority, and 
financial support might have been given to the railroads under 
conditions that would have safeguarded the public interest. A 
discussion of what might have taken place at the end of 191 7 
is, however, academic. The railroads were taken over by the 
government in order that the executive authority might remove 
the menace of strikes, might relieve the railroads from the 
limitations imposed by existing anti-trust laws, give the com- 
mon carriers needed governmental aid, and hasten the coor- 
dination of the several railroad lines into a unified and efficient 
transportation system. 
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When, in 1919, consideration was being given by the public 
to the conditions under which the railroads should be returned 
to their corporate owners, much thought was given to problems 
of service, with the hope of retaining under private operation 
the service advantages of unified management that had been 
secured during the period of government control. It was rea- 
lized by the public that railroads and waterways ought not to 
be kept dissociated and forced to serve as unrelated competi- 
tors. The necessity of providing for a unified service by con- 
nected and cooperating rail and water lines was realized. It 
was also clear that terminal operations had been wasteful in 
the past, and that large economies in the future could be 
brought about by treating each urban district, no matter by how 
many railroads it might be served, as a single terminal in which 
the various freight yards and stations of the several carriers and 
their tracks and yards were coordinated for the performance 
of a unified service. The realization of this project for the 
reorganization of terminals will take time, but the advantages 
to be gained by it are manifest. 

When the government operated the railroads, the entire 
equipment of different types of freight cars was used without 
much regard to ownership. The railroad stock in the country 
was utilized as a whole. Freight cars became legal tender and 
remained in circulation when and where needed, instead of 
being redeemed by frequent return to their owners. This use 
of rolling stock was made to meet a national emergency, and it 
was recognized by the public that provision should be made for 
its similar use in the future to meet any crisis that might arise 
under peace or war conditions. 

The Solution Attempted by the Transportation Act of 1920 

To provide for the return of the railroads from the govern- 
ment to their owners, under terms that would meet the railroad 
situation as it had come to be understood during the year fol- 
lowing the armistice, the Transportation Act of 1920 was passed 
by Congress. It was approved February 28, and provided for 
the return of the railroads to their owners on the first of March 
of that year. 
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The law provided for the maintenance of competition in the 
operation of the railroads, the grouping of the railroads terri- 
torially or otherwise not being required. The Act, however, 
gave the Interstate Commerce Commission power to compel the 
owner of a railroad terminal to permit other carriers to use the 
terminal in return for reasonable compensation. Thus a begin- 
ing was made in what will ultimately be the unification of rail- 
road terminals. Competing carriers were also given permission 
to pool their traffic and earnings after securing approval of the 
Interstate Commerce Commission. The consolidation of rail- 
roads while not made compulsory was made possible. The law 
requires the Interstate Commerce Commission to work out a 
plan for the grouping or consolidation of the railroads into a 
limited number of systems that 

shall be so arranged that the cost of transportation as between compet- 
itive systems and as related to the values of the properties throughout 
the service as rendered shall be the same , so far as practicable, so that 
these systems can employ uniform rates in the movement of competi- 
tive traffic and under efficient management earn substantially the same 
rate of return upon the value of their respective railway properties. 

The law thus contemplates the ultimate consolidation of rail- 
roads by voluntary action of the carriers and the maintenance 
of competition among the permanent systems. The Senate Bill 
provided for the compulsory consolidation of railroads, but in 
conference the Senate gave way to the House, and voluntary 
consolidation was agreed upon as a compromise. It is probable 
that future legislation upon railroad consolidation will be neces- 
sary, and that the government will ultimately be obliged to 
compel the grouping of railroads into the contemplated limited 
number of permanent competitive systems of relatively equal 
strength and stability. 

The most constructive parts of the Transportation Act of 
1920 were those providing for the restoration of railroad credit, 
for the regulation of railroad finances, and for the establishment 
by government authority and responsibility of rates sufficient to 
yield a rate of return designated by the statute as reasonable. 
Some of these provisions were temporary, others were of a 
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permanent nature. The temporary provisions included (1) the 
proviso that rates in force at the time of the return of the rail- 
roads to their owners should remain in effect until changed by 
state or federal authority, and that no reduction in such rates 
should be made during the first six months of private operation 
(before the end of this period, rates were largely increased by 
the Interstate Commerce Commission) ; (2) the provision that 
the government guarantee of the net return which had been 
assured the railroads during the period of government opera- 
tion should be continued until September 1, 1920; and (3) 
the appropriation of three hundred million dollars as a revol- 
ving fund from which loans might be made to the carriers to 
help tide them over the period of transition from government 
to private operation. The carriers were also to be allowed to 
fund their indebtedness to the United States government for a 
period of ten years at the rate of six per cent per annum. 

The most important permanent provision included in the 
Transportation Act with the intention of giving financial stabil- 
ity to the railways of the United States, was that which con- 
cerned the future policy of rate-making and rate regulation. 
A new principle of rate control was adopted. The Interstate 
Commerce Commission was authorized to divide the United 
States into an appropriate number of districts for rate-making 
purposes, and the Commission has established four districts: — 
Eastern, Southern, Western and Mountain-Pacific. The aggre- 
gate value of the railroad property devoted to the public service 
in each of these districts was to be determined, and the Com- 
mission was to authorize and establish rates and fares that will 
yield the carriers a reasonable return upon the aggregate value 
of the property. For the two years following March 1, 1920, 
the statute declared a reasonable return to be si per cent per 
annum, and the Commission was authorized to allow the car- 
riers to earn and retain an additional i per cent upon the ag- 
gregate value of railway property, this additional i per cent to 
be devoted to improvements and not to be capitalized. Any 
carrier's earnings in excess of 6 per cent per annum are to be 
divided with the government. After March 1, 1922, the Inter- 
state Commerce Commission is to determine what rate per cent 
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per annum upon the aggregate value of railroad property shall 
be a reasonable return to the carriers. 

This policy of rate control differs radically from the policy 
adhered to prior to government operation. Up to that time 
regulation was exercised for the purpose of preventing the car- 
riers from charging unreasonable rates. It was regulation of a 
corrective and negative character. In the future, the Govern- 
ment is to act positively and to establish reasonable rates, and 
the statute for the first time defines what the standard of reason- 
ableness shall be. This is a large forward step in government 
control of railroads in the United States. 

In the regulation of rates, the difficulty of the problem has 
grown mainly out of the fact that charges over competitive 
routes for similar services must be the same ; also, that for like 
services in different sections of the country there cannot prop- 
erly be wide differences in the charges. Some railroad lines 
are favorably located, have abundant traffic, and are economi- 
cally and profitably managed. Other lines, over which the 
charges in many instances must be the same as those of their 
prosperous competitors, are poorly located, have light traffic, 
and can be operated profitably only under the most favorable 
conditions. If rate systems are established that will yield 
profits to the " weak sisters ", the stronger brothers will be 
favored with larger rail rates than the public should be required 
to provide. This situation cannot be altered except by the 
consolidation of all the railroads into a limited number of per- 
manent systems of relatively equal strength. For this reason 
consolidation must ultimately be accomplished. If it does not 
come about voluntarily, as it probably will not, it must be 
brought about by the government. 

One of the most satisfactory provisions of the Transportation 
Act of 1920 is the one which writes into the law the principle 
established by the Supreme Court in the Shreveport decision. 
A rate established by a state authority must give way to the 
lawful interstate rate whenever the Interstate Commerce Com- 
mission " after full hearing finds that any such [state] rate, 
fare, charge, classification, regulation, or practice causes any 
undue or unreasonable advantage, preference, or prejudice as 
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between persons or localities in intra-state commerce on the 
one hand, and interstate or foreign commerce on the other ". 
In the case of an unreasonable discrimination caused by the 
state rate, the Interstate Commerce Commission may prescribe 
the intra-state rate thereafter to be charged, " the law of any 
state or the decision of a state authority to the contrary not- 
withstanding ". However, in the hearing and the determination 
of cases involving the relation of interstate and intra-state rates, 
the Interstate Commerce Commission may confer with the 
authorities of the states, and avail itself of the cooperation of 
state authorities in the enforcement of any provisions of the 
law. The rate-regulating authorities of most of the states have 
united in a case that is now pending in the Supreme Court of 
the United States to determine whether this part of the Trans- 
portation Act of 1920 is an invasion of the constitutional rights 
of the states. What the decision of the Supreme Court will be 
remains to be seen, but the Court can hardly fail to follow the 
course it adopted in reaching the Shreveport decision. 

In the future, railway properties and railroad investments are 
not to be made the prey of unscrupulous speculators as they 
have too frequently been made in the past. Permission must 
be secured from the Commission for the extension of a railroad 
line or the construction of a new road, and the Commission 
must be convinced of the public necessity and convenience of 
the proposed investment. Securities to obtain new capital are 
to be issued only upon approval of the Commission, and the 
securities shall be put out " upon such terms and conditions as 
the Commission may deem necessary or appropriate in the 
premises". Public authority now sits in judgment upon the 
necessity of any railroad investments, determines what amount 
of new capital it is necessary to invest, decides what kinds of 
securities may be issued and the terms upon which these secur- 
ities may be offered to the public. The days of stock-watering 
and " high finance " in the railroad business are presumably at 
an end. 

The labor provisions of the Transportation Act of 1920 are 
an example of the kind of compromises all too characteristic of 
important legislation. The Senate, led by the able Chairman 
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of its Committee on Interstate Commerce, Albert B. Cummins, 
adopted the principle of compulsory arbitration of disputes as 
to wages and working conditions in the railway service. The 
Committee on Interstate and Foreign Commerce of the House 
of Representatives favored the adjustment of disputes as to 
wages and working conditions by boards composed of repre- 
sentatives of employers, employees and the public ; while the 
brotherhoods and unions of railway employees championed the 
the continuance of national boards of adjustment, such as had 
been set up during the period of government operation of the 
railroads. These were dual boards of adjustment composed of 
an equal number of representatives of the employees and the 
carriers, there being no members of the public on the boards. 
When the House bill was under consideration by the House of 
Representatives, the brotherhoods secured an amendment, sub- 
stituting their general plan of dealing with labor disputes in 
place of the plan recommended by the Committee on Interstate 
and Foreign Commerce. When the two bills came under con- 
sideration in the Conference Committee of the two houses, the 
House conferees prevailed. The representatives of the Senate 
gave up the plan of compulsory arbitration and agreed to a 
plan similar to the one that originated in the House Committee 
on Interstate and Foreign Commerce. 

The law provides that the carriers and their employees shall 
first seek by direct negotiation to agree upon wages and work- 
ing conditions. If such negotiations fail, the questions as to 
working conditions, not as to wages, may be considered by 
boards of adjustment created for a single railroad company, for 
a section of the country, or for the United States as a whole. 
These boards are to be established by agreement of the carriers 
and employees. They are to be dual in character and com- 
posed of representatives only of employers and employees. In 
case a board of adjustment is unable to settle a dispute as to 
working conditions, appeal may be taken to the Railroad Labor 
Board provided for by the Act. This board is composed of 
nine men, appointed by the President, three appointees to be 
from nominees made by the employees' organizations, three 
from nominees made by the railway executives, while the other 
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three are to be such representatives of the public as the Presi- 
dent may select. This tripartite board has jurisdiction over 
disputes as to wages and also as to working conditions. It was 
contemplated by the statute that disputes as to working condi- 
tions should go before the Labor Board only upon appeal from 
decisions of the boards of adjustment, but inasmuch as the car- 
riers and the employees have not been able to agree upon the 
kind of boards of adjustment to be established, such boards 
have not been brought into existence, and the Railway Labor 
Board has, in fact, decided questions of working conditions as 
well as of wages. 

Working conditions, other than in the train-operating ser- 
vices, during the period of the Railroad Administration, notably 
during the latter days of that period, were fixed by the adop- 
tion of national agreements ; and, after the railroads were re- 
turned to their owners, the labor board, being confronted with 
the difficult problem of deciding what increases should be made 
in railroad wages, announced that the working agreements be- 
tween the carriers and the unions should remain in full force 
until changed by agreement of the interested parties. The 
carriers and the brotherhoods could not agree upon modifica- 
tion of the national agreements, and thus early in 192 1 the 
labor board was obliged to enter upon extended hearings to 
decide whether the agreements as to working conditions that 
had been adopted during the period of government operation 
should be continued, modified, or abolished. The board de- 
cided that the agreements should terminate on July 1, 192 1, if, 
in the meantime, the carriers and the representatives of the 
employees had adopted other agreements, but as the carriers 
have not been able by negotiation to modify the agreements, 
they will remain in force until the labor board shall have sub- 
stituted new agreements. 

The effect of the labor provisions of the Transportation Act 
of 1920 has been to place in the hand of a single board power 
to determine the wages of all railroad employees and to fix the 
standards of working conditions prevailing on the railroads 
throughout the states. Moreover, this board is entirely inde- 
pendent of the Interstate Commerce Commission. The Labor 



No. 3] THE PROBLEM OF RAILROAD CONTROL 367 

Board controls half or more than half of the expenses of 
the railroad companies, while the Interstate Commerce Com- 
mission is charged with the duty of establishing rates that will 
yield the carriers what the statute has established to be a rea- 
sonable return upon railroad property. Whether this plan of 
independent action on the part of two boards, one determining 
expenses, and another fixing revenues, will work successfully is 
an open question. 

That the Transportation Act of 1920 is a genuinely recon- 
structive measure is evidenced by the provisions it contains re- 
garding railway services. By this law the government has 
undertaken definitely to bring about better service conditions 
on American railroads. Regulation begins, as has been pointed 
out, with the exercise of judgment by public authority as to 
what tracks and terminals shall be constructed and how capital 
shall be raised for such construction and for the acquisition of 
additional facilities and equipment. The equipment has to be 
operated in accordance with car-service rules determined by the 
government. The joint use of terminals may be required ; and, 
in the enforcement of the Act, the carriers will be required so 
to develop their terminals as gradually to bring about the much- 
desired unification of terminals in the important railroad centers. 
Moreover, the interchange of traffic by railroads and waterways 
and provisions for through-shipment and through-billing by 
joint rail-and-water routes are definitely provided for. 

Developments Since Resumption of Corporate Operation 

Whatever merits the Transportation Act of 1920 may pos- 
sess, and it is unquestionably a constructive measure of great 
promise, a series of events has prevented the law from accom- 
plishing what it was hoped might be brought about. The law 
was enacted during a period of great business activity that fol- 
lowed the close of hostilities ; but, before the law had been in 
force a year, the United States was suffering along with other 
countries from a world-wide depression in business. The 
plight of the railroads in the United States has been serious 
since the beginning of 192 1, and there is no promise of an im- 
mediate and prompt return to prosperous conditions. 
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Several important actions have been taken by the govern- 
ment in accordance with the provisions of the Act of 1920. 
Shortly after the Act became a law, there developed an acute 
car shortage which was accentuated in April and May, 1920, 
by the so-called " outlaw-strike " of yard-men and switch-men 
in the principal railroad terminals. Although this strike was 
of short duration and failed utterly, because it was carried on 
in opposition to the employees' unions, it added greatly to the 
difficulties of the railroads. In order to meet the critical situa- 
tion promptly and fully, the railroads requested the Interstate 
Commerce Commission to take charge of car service, in accord- 
ance with the powers granted the Commission by the Act of 
1920. The Commission decided that an emergency existed, 
and for several months it exercised as full control over car 
service and distribution as the railroad administration had ex- 
ercised during the period of government operation. Before the 
end of the year 1920 railroad traffic fell off sharply and the car 
shortage was changed into a car surplus which has prevailed 
thus far throughout 192 1. 

The depression in business was so general as to cause a large 
decrease in railroad traffic and revenues. The decrease in the 
earnings was so great that during the early months of 192 1 
many railways in the United States had recurring operating de- 
ficits, and in the case of even the most prosperous railroads 
operating expenses were nearly equal to operating revenue. 

This financial situation developed in spite of the fact that the 
Interstate Commerce Commission in August, 1920, had granted 
the railroads an increase in rates designed to enlarge freight 
revenues by 33$ per cent and passenger-train revenues by about 
24 per cent. The rates authorized by the Commission in 
August, 1920, were based upon the assumption that the volume 
of traffic which the railroads then had would continue. The 
members of the Commission were not prophets, and they had 
no means of foretelling the financial depression. It came within 
six months after the Commission's rate order was issued. 
Moreover, the increase in rates granted by the Commission was 
made with a view to enabling the carriers to earn six per cent 
upon a tentative value which the Commission placed upon the 
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property of the railroads in the United States, subdivided terri- 
torially among the four districts mentioned above. The tenta- 
tive valuation placed upon the property of the railroads was 
$18,900,000,000. This was undoubtedly a conservative valua- 
tion. The fact that the total value fixed by the Commission 
was more than a billion and a half dollars less than the book 
value of the carriers' property may not have much significance, 
although the appraised values of the railroads, in so far as they 
have been determined by the Commission under the valuation 
act of March 3, 19 13, indicate that the physical properties of 
the railroads as a whole will be quite equal to the amount of 
the assets as carried on the books of the companies. In any 
event, rates calculated to allow the carriers as a whole to earn 
but six per cent per annum in 1920 and 192 1, upon their prop- 
erties valued at a figure which they had reached by the opening 
of the world war, would necessarily have been considered con- 
servative, if not relatively low, even had business conditions 
remained prosperous, as was anticipated by the Commission 
when the rate increase was authorized. 

Railroad credit was not restored. It is clear now that it 
would have been impossible in 1920 to take any action that 
would have exempted the railroads from sharing with other 
enterprises in the consequences of the world-wide business de- 
pression that began at the close of 1920. The financial and 
rate-making features of the Transportation Act of 1920 have 
had comparatively little effect because the benefits they might 
have accomplished have been overcome by adverse economic 
conditions. What actually happened to the railroads may be in- 
dicated by a few figures of earnings and expenses. 

The operating revenues during the calendar year 1920 were 
$6,225,000,000, and exceeded the revenues of the preceding 
year by $1,041,000,000, but the outlay of the railroads for 
operating expenses, taxes and rents in 1920 amounted to 
$6,163,000,000, and was greater than the figures for 1919, by 
$1,495,000,000. The result was that the net operating in- 
come for 1920 was but $62,264,000, whereas in 1919 it had 
been $516,290,000. Even in 1919, the railway operating in- 
come was only about five-ninths of the amount guaranteed to 
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the railroads by the government during the period of federal 
control. When the railroads were taken over by the govern- 
ment at the close of 19 19, the companies were guaranteed a net 
operating income equal to the average for the three years end- 
ing June 30, 19 1 7. This guaranty amounted to somewhat 
more than nine hundred million dollars per annum. The 
actual net operating income of the railroads in 1920 was thus 
about one-fifteenth of the average for the three years pre- 
ceding the entry of the United States into the war. 

The bad financial showing of the railroads for the years 
1919-20 (and the situation was even worse during the early 
months of 1921) was caused by the extraordinary increase in 
expenses during the year 1920. This increase, amounting in 
all to nearly a billion and a half dollars, was made up of the 
following items : increase in payments for wages and salaries 
$884,148,000, for locomotive fuel $196,429,000, railroad ties 
$28,113,000, and other items $386,682,000. 

The situation of the railroads in 1920 in comparison with 
their condition in 191 6 is explained by the fact that during this 
five-year period the revenues increased 71^^ per cent, while 
total expenses rose 141^5^ per cent. 

What Remains to be Done 

The foregoing figures are sufficient to show that the railroads 
can be restored to financial stability only by a large decrease in 
expenses. While it is probable that with the return of business 
to normal conditions there will be an increase in gross revenue, 
yet it must be remembered that the traffic of 1920 was heavy, 
much larger than it has been running in 192 1. It is not to be 
anticipated that the tonnage of the railroads in the near future 
will much exceed that of 1920. Moreover, it is agreed by 
everybody that railroad revenues cannot be increased by rais- 
ing freight rates and passenger fares. Any changes made in 
the charges must be downward. In fact, numerous individual 
rates are being readjusted downward in order to make possible 
a larger and freer flow of certain staple commodities. The 
future success of the railroads clearly depends upon greater 
economy and efficiency and upon a large reduction in the ratio 
of expenses to income. 
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Something has already been done to reduce expenses. The 
Railroad Labor Board by an order effective July 1, 192 1, has 
reduced wages about twelve per cent. Some railroad companies 
by their own action have reduced salaries. A twelve-per-cent 
reduction in salaries and wages paid in 1920 will amount to 
more than four hundred million dollars. Savings of an equal 
amount in other expenses must be made in order to put the 
railroads securely upon their feet. Presumably the cost of 
coal, fuel-oil, ties, rails, equipment and supplies will follow the 
downward trend of prices generally, but it is not to be expected 
that large reductions can be secured in the costs of material 
and equipment in the near future. Hope must be placed in 
the introduction of operating economies. The carriers, federal 
and state commissions, and the public must unite in efforts to 
reduce the terminal expenses and to bring about the maximum 
use of equipment and facilities. In the long run, railway co- 
operation and consolidations will make many economies pos- 
sible, but during the next five years the greatest opportunity 
for a reduction in railroad expenses will be found in the intro- 
duction of economical methods of handling traffic into, out of, 
and through large city terminals. 

It is to be hoped that it will not be necessary for the govern- 
ment to make large additional advances of funds to the rail- 
roads, but there is a financial measure by which the govern- 
ment might promptly be of much assistance to the railroads. 
During the period of government operation some seven hun- 
dred or eight hundred million dollars were invested by the 
government in improvements and betterments. Had these in- 
vestments been made by the railroad companies, the funds 
would have been secured by the sale of securities. They would 
have been funded obligations. The government has, however, 
withheld this large sum of money from the railroads in settling 
its obligations to the railroads. In other words, the govern- 
ment has credited itself with this sum of money, and thus has 
withheld it from the railroads. Valuable temporary assist- 
ance would be given to the carriers, were the government to 
fund this investment of seven or eight hundred millions and 
advance the cash to the companies. 
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It is doubtless too early to pass final judgment upon the plan 
of adjusting wages and working conditions established by the 
Transportation Act of 1920. The labor problem is a compli- 
cated one at all times, and under present conditions of business 
depression, and of consequent unemployment and unrest on 
the part of workingmen, the problem is more than ordinarily 
difficult. The continuance of the national agreements entered 
into by the railroad administration and the railroad brother- 
hoods, other than those of which the train operators are mem- 
bers, and the inability of the railroad companies to agree with 
the employees' unions as to the kind of boards of adjustment 
to be set up under the Act of 1920, have resulted, as stated 
above, in placing the whole problem of adjusting the wages and 
working conditions of railroad employees in the hands of the 
Railroad Labor Board. The direct negotiation of railroad em- 
ployers and employees, outside of the train services, has been 
minimized and practically set aside. A national board, one- 
third of the membership of which is made up of representatives 
of the public, is fixing wages, and thus for the present is de- 
termining six-tenths of the expenses of the railroads and is fix- 
ing the rules controlling working conditions throughout the 
country. 

It is doubtful whether the Railroad Labor Board will prove 
to be a satisfactory agency. I am aware that the tendency, not 
only in the United States, but in other countries, is toward the 
establishment of wages and working conditions by national 
boards instead of by direct negotiation of employers with em- 
ployees. Nevertheless, I am not convinced that the tendency 
is in the right direction or that the tendency will permanently 
continue. It may still be that experience will demonstrate the 
wisdom of returning to the policy of establishing wages and 
working conditions by contract, by negotiation and agreement 
of the parties directly interested. If the task is to be taken 
from those directly concerned and placed with a board, prob- 
ably that board should be made up only of representatives of 
the public. Moreover, it should surely be a board to which 
cases come only upon appeal, either upon appeal by the em- 
ployers and employees when negotiations have failed, or upon 
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their appeal from the decision of some local arbitration or ad- 
justment board, which has first considered and passed upon the 
questions at issue. 

If this opinion, here tentatively expressed, should prove to 
be sound, an amendment to the Transportation Act of 1920 
will be found to be necessary. 

Of one thing I am quite certain. The railroad systems of 
the United States must be brought together into a limited num- 
ber of permanent systems of relatively equal traffic possibilities 
and financial strength. During the next few years, the rail- 
roads will be given an opportunity to consolidate by voluntary 
action, in accordance with a general plan of railroad grouping 
determined and promulgated by the Interstate Commerce Com- 
mission. The present unfortunate financial condition of the 
railroads will necessarily cause the process of consolidation to 
be slow, and it is by no means certain that even when the rail- 
roads regain their normal financial strength they will be dis- 
posed to work out the consolidations found by the Interstate 
Commerce Commission to be in the public interest. Doubtless 
Senator Albert B. Cummins, Chairman of the Senate Commit- 
tee on Interstate Commerce, is correct in believing that Con- 
gress will have to pass a law compelling the railroads to con- 
solidate. As he stated in the Senate, in debating the bill that 
later became the Transportation Act of 1920, 

It has been utterly impossible for any body of men to make a system 
of rates that will sustain the weaker railroads of the country, without 
giving the stronger railroads an income excessive and intolerable in its 
extent ; and there lies the great fundamental obstacle in our system of 
rate-making. The Interstate Commerce Commission can no more give 
to each railway of the United States the return to which it is fairly en- 
titled than it can annihilate distance or overcome any other law of 
nature. ... It was obvious, I think, to the students of the subject 
long before the government took possession that we must adopt some 
plan that would remove this inherent fundamental difficulty. 

The Senate bill contemplated such a grouping of railroads as 
would maintain inter-system competition ; and it was provided 
that the capitalization of the consolidated systems should cor- 
respond to the actual value of the properties brought together. 
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The obstacles to be overcome in bringing about the con- 
solidation of American railroads in the manner just suggested 
are probably greater than can be overcome by voluntary action 
of the carriers. Experience will probably show the necessity 
for the amendment of the Act of 1920 so as to provide that 
after a period of five or seven years the carriers shall be com- 
pelled to consolidate, in accordance with the plan adopted by 
the Interstate Commerce Commission. For the next year or 
two, the country will note what progress is made by voluntary 
action, and will then decide whether compulsion is necessary to 
bring about consolidation. 

Along with the consolidation of railroads, whether by volun- 
tary action or by compulsion of the government, should come 
the federal incorporation of the railroads. A law for the 
federal incorporation of the railroads should have been included 
in the Transportation Act of 1920. The draft of such a law 
was included in the bill prepared by the National Transporta- 
tion Conference that was convened by the Chamber of Com- 
merce of the United States. It was a simple comprehensive 
plan of incorporation. This or some similar plan should re- 
ceive early consideration by Congress. 

There remains a question concerning which there is much 
difference of opinion. Should the administrative regulation of 
the railroads, as well as the determination of rates and revenues, 
and the exercise of the functions closely related to rates and 
revenues, be vested solely in the Interstate Commerce Commis- 
sion, or should a separation be made of the executive and semi- 
judicial tasks of regulation, and the activities of the Interstate 
Commerce Commission be confined to those of a semi-judicial 
character? I have elsewhere stated the reasons why a federal 
transportation board should be created, and what its functions 
should be. 1 It should not be forgotten " that the success of 
the whole venture of regulation of the railroads must neces- 
sarily hinge largely upon the machinery that is provided to give 
effect to the laws that may be enacted." The Interstate Com- 

1 See Proceedings of the Academy of Political Science, vol. viii, pp. 572-574 ; also 
Program of Railroad Legislation., pp. 49-56 (this volume was published by the 
Chamber of Commerce of the United States, Washington, D. C.) 
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merce Commission has functioned successfully for the purposes 
for which it was created. It is, however, too large a body, and 
is by temperament and method too judicial in its practices, to be 
a highly efficient executive board. 

Successive statutes have increased the membership of the 
Interstate Commerce Commission from five to seven, to nine, 
and now to eleven members, and with the increase in member- 
ship there has been a multiplication in the executive tasks to be 
performed. Will it not be wise for Congress, when it again 
gives consideration to railroad legislation, to reduce the mem- 
bership of the Interstate Commerce Commission to seven men 
and to limit its activities to the regulation of the rates and 
revenues of the carriers and the administration of the bureaus 
necessarily associated with this task. If this is done, the ex- 
ecutive functions of regulation as they have developed to date, 
and as they will be increased in the future, might well be en- 
trusted to a board of five or preferably three members, execu- 
tive in practice and organization, and of maximum administra- 
tive efficiency. 

In general, the government regulation or control of the rail- 
roads is a problem of securing for the country a system of rail- 
road transportation adequate to the demands upon it and at all 
times progressively efficient. The railroads, the waterways and 
the highways should develop simultaneously, and they should 
be so coordinated that they will together form a physically 
unified transportation system. The government's task is largely 
executive as well as semi-judicial. For these reasons, it is 
probable that experience will demonstrate the necessity of 
amending the Transportation Act of 1920 by a law creating a 
transportation board entrusted with the executive task of the 
government regulation of the railroads. 

Emory R. Johnson. 

University of Pennsylvania. 



